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UNCLASSIFIED TURKEY - KEY ECONOMIC INDICATORS 


All values in U.S. $ millions unless otherwise stated. Average Exchange Rate: 
U.S. $1.00 = TL 16.00 (1976), TL 17.77 (1977), TL 24.04 (1978) 


% Change 
Income, Production, Employment 1976 1977 1977/1976 


GNP at Current Prices i/ 41,877 48,623 
GNP at Constant (1968) Prices b/ 21,703 22,562 
Agriculture, % of GNP 22.5 21.6 
Industry, % of GNP 24.8 25.5 
Services, % of GNP 52.7 52.9 
Per Capita GNP at current prices (U.S.$)i/ 1,019 1,154 
Industrial Production Index (1962=100) wee.8 -435eu 
Average Industrial Wage (TL per day) 118.3 355.0 
Average Industrial Wage (Index 1973=100) 212 281 
Labor force (thousands) 15,990 16,161 
Excess Labor (thousands) 2,079 2,117 
Unemployment rate (%) 13.0 13.1 
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Money and Prices 


Money Supply (M-1) TL millions c/ 151,505 210,642 : 247,103 d/ 
Central Bank discount rate (%) 9.0 9.0 10.0 
Indices: (1963 = 100) c/ 
Wholesale Price Index 429.7 584.8 ; 826.8 e/ 
Istanbul Consumer Price Index 464.2 681.3 ; 1000.2 e/ 
Ankara Consumer Price Index 404.0 574.7 . 835.1 e/ 


Balance-of-Payments Trade 


Gold and Foreign Exchange Reserves _ c/ t : ‘ 833.7.2/7 
External Public Debt _c/ h/ ; ‘ 15.4 4,714 g/ 
Annual Debt Service 76.8 595 

Debt Service as % of Exports ; ‘ 98.2 fia 
Trade Deficit : s 27.6 -2,150 
Current Account Deficit “ : 47.1 -1,147 


Exports, FOB ! -10.6 2,150 
U.S. Share % ; : -29.6 5.0 
Imports, CIF 4520 4,300 
U.S. Share % ; ‘ 2.4 Doe 


Main Imports from U.S. $ (1976): Machinery, $151; Motor Vehicles and parts, $77; Iron 
and Steel, $25; Electrical Machinery and parts, $24; Fertilizers, $21. 


NOTES: a/ projection; b/ 1968 exchange rate U.S. $1.00 = TL 9; c/end of year; 
d/ September 1978 estimate; e/ October 1978; f£/ August 1978; g/ June 1978; 
h/ excludes short-term debt; ~i/ exchange rate changes distort U.S. dollar 
percentage changes from year-to-year from the actual Turkish Lira per- 
centage changes 


SOURCES: Ministry of Finance, State Institute of Statistics, Central Bank, 
State Planning Office, and other agencies. 
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SUMMARY: Turkish economic performance in 1978 was mixed. 
Trade and current account deficits were substantially 
reduced, exports increased and negotiations were begun 

to extend the maturities of its overwhelming short-term 
debt. Positive growth rates were maintained although 

this was done by stimulating domestic consumption at 

the expense of fixed capital investment and future growth 
Inflation accelerated; wage increases kept pace and, as 

a result, government finances deteriorated. Efforts to 
stabilize the economy have not had much success and the 
government is considering implementing additional measures 
to improve the economy. The U.S. share of Turkey's imports 
has declined, largely as a result of inability of U.S. 
suppliers to meet credit offers by competitors. 


A. Current Economic Situation and Trends 


1. Domestic Growth and Production 


Turkey continues to maintain positive real growth 
rates despite a severe foreign exchange bottleneck which 
required a rescheduling of much of its external debt and 
led to a 27 percent reduction in imports through the first 
10 months of 1978. Real gross national product increased 
by 4 percent in 1977 and is projected to grow by 3 percent 
in 1978 according to official government statistics. 

(All 1978 figures are annual projections based on 9 months' 
data.) This positive 1978 growth rate, however, will 
probably retard future growth potential since it envisages 
a substantial increase in domestic consumption at the 
expense of fixed capital investment. Public consumption 
will grow by 8 percent while private consumption declines 
by 0.6 percent and fixed capital investment drops by almost 
9 percent. The drop in investment has led to the delay of a 
number of projects designed to eliminate the growing 
electric power shortage which is a severe bottleneck to 
increasing industrial output. 


While total consumption grows from 77.1 to 80.3 
percent of GNP, investment is projected to drop from 23 
to 19.7 percent of GNP, the lowest level of investment 
in the last 5 years. Public consumption will jump 
from 6.6 percent of GNP in 1977 to 12.3 percent in 1978. 
Domestic savings should increase from 14 to 15.8 percent 
of GNP while external borrowing falls from 9 to 4 percent 
of GNP. 


Industrial production rose by 10.8 percent in 1977 


and is projected to grow by 7.1 percent in real terms in 
1978. Mining output is the spur to growth in this sector 
with 15.6 percent real growth projected for 1978. Manu- 
facturing is expected to grow by only 3-3 percent (7.1 
percent in 1977), while utilities output increases by 

8.5 percent (22.6 percent in 1977). 





Agricultural output will rebound from negative growth 
in 1977 (-0.5 percent) to 5.1 percent growth in 1978. The small 
decline in 1977 agricultural output was the result of lower 
production of crops used primarily for domestic consumption 
(e.g. beets, oats, barley, corn, potatoes). Production of 
export crops (e.g. wheat, cotton, filberts, raisins) increased 
so that export earnings from this sector in 1978 will set a 
record. Preliminary estimates for 1978 production indicate 
continued high output of export crops and increased production 
of domestic consumption crops. Additional expansion of output 
in this sector, however, will require increased investments in 
irrigation, more intensive farming methods and development of 
a more modern system of animal husbandry. 


The services sector, which comprises more than half of 
total GNP, will have a mixed performance in 1978. While the real 
growth in public services and construction will increase compared 
with 1977, lower growth rates will be registered in commerce, 
transportation, and professional services. 


2. Balance-of-Payments 


Turkey's balance-of-payments will show considerable 
improvement in 1978. The trade deficit is projected to drop 
by 48 percent from $4 billion in 1977 to $2.1 billion in 1978. 
The current account deficit should shrink by 65 percent from 
$3.4 billion to $1.2 billion. Of course, a large part of this 
improvement results from Turkey's inability to secure financing 
for a higher level of imports, although both export and invisible 
earnings should rebound from poor 1977 performances. 


Imports should decline by about 25 percent to $4.3 
billion in 1978. The structure of Turkish imports is primarily 
raw materials, intermediate goods, and capital goods which are 
inputs to domestic industry. Four broad product categories 
comprise over 70 percent of total imports - crude oil and 
refined product (30 percent), machinery (17 percent), chemicals 
(16 percent), and iron and steel products (9 percent). But the 
drop in imports has affected industrial output only marginally. 
Industrial production is projected to grow by 7.1 percent in 
real terms in 1978 compared with 10.8 percent growth in 1977. 
Most likely lower imports should have a more depressive effect 
on industrial output in 1979 as stocks and inventories are worked 
down and not replaced. 


Exports should grow by about 25 percent to over $2.2 
billion in 1978. An almost 50 percent jump in earnings from 
agricultural exports and an 8 percent rise in minerals exports 
fueled this growth, since manufactured exports are down by about 
10 percent. Five agricultural commodities plus textiles account 
for about 70 percent of total exports - cotton (17 percent), 





-5S- 


hazelnuts (15 percent), textiles (14 percent), wheat and other 
cereals (11 percent), tobacco (7 percent) and raisins (5 percent). 
Through the first 10 months of 1978, earnings have increased 

from exports of wheat (235 percent), cotton (83 percent), 

raisins (43 percent), hazelnuts (30 percent), and textiles 

(3 percent). Tobacco export earnings declined by 4 percent. 


Turkish authorities attribute the sluggishness of 
manufactured exports to a shortage of key imported inputs. 
While this may be true to some extent, the economy also contains 
other export disincentives, such as an overvalued exchange rate, 
extensive bureaucratic delays, high profitability on domestic 
sales, inadequate or nonexistent international marketing and 
distribution systems, and sub-optimal plant capacity and utiliz- 
ation for international competitiveness. Manufactured exports 
have declined from 39 percent of total exports in 1974 to 27 
percent of total exports in the first 10 months of 1978. Manu- 
factured exports declined in absolute as well as percentage 
terms; manufactured exports of $600 million in 1974 have not 
been reached in any subsequent year (1975-$503 million; 1976- 
$596 million, 1977-$586 million, and 1978-estimated $550 million). 


The government has instituted measures to give incentives 
to exporters of manufactured products by giving them preferential 
access to foreign exchange for their import needs. These measures 
were instituted in July 1978, and it is too early to assess their 
effectiveness in spurring exports. 


Foreign exchange inflows from services and invisibles 
are projected to increase by about 50 percent to over $1 billion 
because of a turnaround in the tourism account from net outflow 
of $64 million in 1977 to a net inflow of $125 million in 1978, 
reduced transfers of profits/royalties, and a slight reduction 
in interest payments on debt as a result of official debt 
rescheduling. Workers' remittances should reach $1 billion, about 
the same level as in 1976 and 1977; however, about $200 million 
of the 1978 inflows under this account represent foreign currency 
purchases of domestically produced motor vehicles (cars, trucks, 
tractors, and busses). Authorization for such purchases was 
effective in August 1978 and is scheduled to end in January 1979. 
The advantage of this scheme is that buyers;with foreign currency 
get immediate delivery while buyers paying in Turkish Lira face 
up to a 2-year wait for delivery. 


Long-term capital inflows should exceed outflows by about 
$610 million leaving an overall balance (basic balance) of about 
$590 million to be financed, a significant reduction from a 
financing requirement of nearly $3 billion in 1977. The 1978 
basic balance should be financed by about $1 billion in supplier's 
credits, acceptance credits, and IMF drawings. This financing 
should allow for about a $400 million increase in reserves 
which would partially recover 1977's reserve drawdown of $566 


million. 
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Debt service in 1978 should reach about $600 million 
($370 million interest and $230 million in principal) for a 
debt service ratio of .28, an improvement over the .34 ratio 
in 1977. Turkey's arrears and debt falling due in 1978 would 
have exceeded $5 billion, over 200 percent of export earnings. 
Rescheduling by both official and private creditors was an 
obvious necessity. 


3. Wages and Prices 


Stimulated by Central Bank financing of the fiscal 
deficit, consumer prices have skyrocketed in Turkey. The 
Ankara Consumer Price Index (CPI) jumped from a 14.1 percent 
increase in 1976 to 42.3 percent in 1977 and reached 61 percent 
for the 12-month period ending October 1970. The Istanbul 
CPI exhibited increases of 19.3 percent, 46.8 percent, and 
63 percent for the same periods. 


Given these inflationary pressures, unions have 
logically sought to negotiate collective bargaining agreements 
to catch-up with or get ahead of the inflationary curve. The 
government, unwilling to risk the severe economic disruption 
of prolonged strikes by unions of public sector enterprises, 
devised a "social contract" under whose terms collective 
bargaining agreements were negotiated which were designed 


to maintain real wages at their 1976 level (average 1976 
wages were 15 percent higher in real terms than 1975 wages). 
In nominal terms, the wage settlements reached under the 
"social contract" provided for average wage increases in 
excess of 100 percent over a 2-year period. Some agreements 
also called for huge, lump-sum, retroactive payments, some 
covering as much as 9 months' salary difference. The lack 
of wage restraint in negotiating with public sector unions in 
1978 puts the government in a poor position to ask for wage 
restraint in private sector collective bargaining agreements 
to be negotiated in 1979. 


In addition to the wage settlements negotiated by 
unionized labor in 1978, civil servants were granted two 
salary increases during the year - a 16.7 percent across- 
the-board increase in March, and a graduated increase in 
November ranging from 55 percent for the lowest paid employees 
to 20 percent for the highest paid. Despite these increases, 
civil service wages Continue to lag behind those of organized 
labor. 


The wage increases have also contributed to a deterio- 
ration of public sector finances. Investment funds have been 
shifted to cover ballooning current expenditures, delaying 
many needed development projects. Even though Turkey's 
progressive income tax system takes an increasing share of 
the wage-earner's higher income, the increase in government 
revenues does not cover the increase in expenditures. 





Public Sector Finance 


Central Bank financing of the deficits of the 
Consolidated Central Government Budget and operating and 
investment deficits of State Economic Enterprises (SEE's) 
has been the primary engine of inflation both in 1977 and 
1978. The consolidated budget deficit jumped from TL 10.5 
billion (1.6 percent of GNP) in 1976 to TL 47.7 billion 
(5.5 percent of GNP) in 1977, The 1978 deficit (fiscal 
year ends February 28, 1979) is officially estimated at 
TL 34 billion, although Embassy believes that the FY 1978 
deficit is more likely to reach TL 60 billion, in line 
with projections of local private sector economists, 
Borrowing from the Central Bank (money creation) financed 
TL 23.3 billion (49 percent) of the 1977 deficit and is 
expected to finance about half the 1978 deficit. The 
Central Bank also financed,either directly or indirectly 
through the State Investment Bank, TL 19.5 billion (33 
percent) of the combined 1977 operating and investment 
deficit of the SEE's. It is estimated that this type 
of financing of SEE's will reach TL 25 billion in 1978. 


Budget revenues (TL 187.6 billion) were about 9 
percent less than was originally expected in the 1977 
approved budget, while expenditures (TL 235.3 billion) 
exceeded the approved budget by 7.3 percent, While 
official estimates of 1978 budget performance show a 
10 percent increase in revenues (to TL 276 billion) over 
the approved budget, expenditure estimates are 16 per- 
cent higher than planned and may rise even more due to the 
Civil service wage increase granted on November 1, 1978. 


5. Money and Credit 


There was rapid expansion of the money supply (39 
percent) in 1977. Although monetary growth was restrained 
during the first six months of 1978 (increasing by only 
3.8 percent), the money supply jumped by 13 percent between 
July and September 1978. Money supply figures have been 
affected by a large shift in bank deposits from sight 
deposits (which are included in the money supply) to time 
deposits (which are not in the money supply) This shift 
occurred following the introduction of higher interest 
rates on time deposits in April 1978. A more reliable 
indicator of monetary movements is the volume of currency 
in circulation. This indicator rose by almost 50 percent 
in I977 and has increased by 33 percent in the first 9 
months of 1978. While 1978 performance has improved, 
monetary growth has not been reduced enough to stem the 
acceleration of inflationary pressure. 





Central Bank credits and advances grew by 81 percent 
in 1977, and credit to the public sector rose by 92 percent 
(from TL 62.2 billion to TL 120.3 billion). There was 
considerable improvement in this performance through the 
first 8 months of 1978. Total Central Bank credits for the 
12-month period ending August 1978 grew by 52 percent (to 
TL 214 billion), while credits to the public sector grew by 
only 43 percent (to TL 157 billion). 


6. Steps Toward Stabilization 


During 1978 the Turkish Government took a number of 
measures to stabilize the economy with the support of an 
IMF Standby Agreement. These measures include: the 
introduction of a tight budget, establishing limits for 
credit expansion, increasing prices charged by State Enter- 
prises (SEE's) in an attempt to reduce operating deficits, 
increasing interest rates, a devaluation of 30 percent vis- 
a-vis the U.S. dollar, an increase in the top rate of Stamp 
Duty on Imports, the removal of the exchange rate guarantee 
on Convertible Turkish Lira Accounts, restrictions on foreign 
travel, and new incentives for exports. Performance and 
implementation of the stabilization program have been uneven, 
however. 


Although budgetary expenditures, monetary growth, 
and credit expansion were held in check through the first 
4 months of the fiscal year (March-June), all three 
indicators displayed rapid growth in subsequent months. 
The price increases for some SEE goods and services have 
been insufficient to cover increased costs and operating 
deficits for the SEE's as a whole continue to grow. The 
restrictions on foreign travel were easily the most 
successful of the stabilization measures, production a 
Significant turnaround in the travel account. 


Turkey also took measures to reschedule official 
debts and guaranteed commercial arrears in May 1978 under 
the auspices of the OECD, and negotiations are underway 
with commercial banks to reschedule Convertible Lira 
Accounts and other bank debts. It is expected that the 
bank rescheduling will be completed during the first half 
of 1979. One problem yet to be resolved is the treatment 
of about $900 million in nonguaranteed commercial arrears. 
Until a satisfactory plan for dealing with these arrearages 
is found, Turkey's ability to borrow in international money 
markets will be limited. 





It is clear that these initial stabilization 
measures have not had their desired effect, and talks 
are currently underway between the Turkish authorities 
and the IMF to devise additional measures which may be 
needed to improve the economy. 


B. Implications for the United States 


The U.S. share of the Turkish import market has dropped 
from 30 percent in 1963 to 5.6 percent through the first 
10 months of 1978. During this same time period, the 
market share of EEC countries has held steady at 40 per- 
cent. The U.S. share of the market averaged about 9 
percent between 1973 and 1977, so 1978 performance rep- 
resents a significant recent shift. While the long-term 
loss of market share can be attributed to a combination 
of phasing out of AID-financed development projects and 
a shift in U.S. corporate supply sourcing from U.S. plants 
to European plants, the recent downturn is more likely 
attributable to the inability of U.S. suppliers to 
compete with credit and government guarantees provided 
by some European suppliers. 


While Turkey's failure to reguiarize outstanding 
commercial arrears explains the reluctance of U.S. 
financial institutions to increase their exposure 
here, European competitors (perhaps for reasons related 
to maintaining employment and output in their own 
domestic economies) have continued to provide credits 
and guarantees to finance their exports to Turkey. 


Turkey is a dynamic market and opportunities are 
available for sale of electric power generation equip- 
ment, construction machinery, chemicals, fertilizers, 
iron and steel. Export-related inputs are also much in 
demand and such imports are accorded priority access to 
available foreign exchange. However, despite the 
potential of the large and growing Turkish market, 

U.S. suppliers should bear in mind that Turkey faces 
several years of financial stringency and payment 
problems. But these problems will not last forever, and 
Turkey has both the natural and human resources to ensure 
a promising long-term outlook with proper economic manage- 
ment. 


* U. S. GOVERNMENT PRINTING OFFICE: 1979—281-058/75 














